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1. INTRODUCTION
Poverty represents a deprivation of the basic right of individuals to fully participate in the social, eco-
nomic, cultural and political life of their communities. The poor tend to be excluded from several mar-
kets, face limited access to legal and political institutions and invest insufficiently in acquiring assets
that optimize their participation in economic activities, in particular human capital. Further, this exclu-
sion tends to be transmitted across generations. In a context of imperfect markets, the importance of
reducing poverty levels is thus founded not only on equity but also on efficiency grounds.
The persistently high poverty rates in Portugal represent an inescapable issue of the Portuguese de-
velopmentprocessin recentdecades.Agrowingliteraturehasanalysedthis question,startingwiththe
seminalworksofSilva(1982)andCostaetal.(1985).Subsequentimportantcontributionsmayalsobe
highlighted, in particular Silva et al. (1989), Pereirinha (1996), Ferreira (2000), Albuquerque et al.
(2006), Rodrigues (2007) and Costa et al. (2008). This article builds upon these works and aims to
present recent evidenceon the characteristics of the poor in Portugal and on several mechanisms that
determine poverty in Portugal.
Relative to the above references this article presents several novelties. First, it is based on the latest
expenditure survey in Portugal, with data for 2005/06. The survey is also used to uncover evidence on
a number of important phenomena, such as the life-cycle evolution of households’income and expen-
diture, the intergenerationaltransmissionof educationandthe existenceof positiveassortative mating
along education lines in Portugal. Second, the poverty indicators are based not only on income aggre-
gates but also on expenditure aggregates, which potentially give different insights on the composition,
dynamics and determinants of poverty. Finally, the article presents an analysis of several poverty de-
terminants based on multivariate regressions, which allows assessing the relative contribute of each
explanatory variable, controlling for the impact of the other.
To understand recent poverty trends in Portugal and to design optimal policies to fight poverty it is im-
portant to move beyond the simple statistical measurement of poverty and disentangle the mecha-
nisms influencing poverty spells. Poverty may be usefully understood as the combination of (i)
individuals and families’ decisions in face of aggregate and idiosyncratic shocks; (ii) the set of institu-
tional features characterizing the economy, including the socio-demographicstructure, the level of hu-
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111man capital and the functioning of goods, labour and credit markets; and (iii) the myriad of public
policiesaffecting the choice-setandthe incentivestructure facingindividuals.Naturally, these three di-
mensions are stronglyinterrelated. Belowwewillpresent several insights regarding the contribution of
these features in explaining recent poverty trends in Portugal, even though it will not be possible to
statistically identify, for each factor, causality in a strict sense.
The remainder of this article is structured as follows. In Section 2 we clarify the concept of poverty as
well as several methodological assumptions adopted in the analysis. Section 3 presents a thorough
account of poverty in Portugal in 2005/06 and a brief presentation of the main trends for the period
1994/95 – 2005/06. Section 4 estimates the quantitative importance of several covariates of povertyin
Portugal within a Probit regression framework. Section 5 presents the main conclusions and, in this
light, previews several forces influencing poverty dynamics in the near future.
2. CONCEPTS AND METHODS
There is probably no definition that captures simultaneously all the dimensions that characterize living
in poverty (see Lang, 2007 and Jantti and Dazinger, 2000). In this article poverty will be conceptually
defined as a situation of deprivation based on lack of resources which limits individuals from fully par-
ticipating in society (for close definitions see Rodrigues, 2007, or Costa et al., 2008). Two dimensions
should be highlighted concerning this definition. On the one hand, the requirement of full participation
in society implies that the poverty concept is relative and that the poverty threshold is linked to the
overall resources of societyin each period.
2 This implies that the evaluationof the existenceof a situa-
tion of lack of resources includes “not only the commodities whichare indispensablynecessary for the
support of life, but whatever the customs of the country renders it indecent for creditable people, even
of the lowest order, to be without” (Adam Smith, The Wealth of Nations, 1776). On the other hand, the
definition refers to the lack of economic resources as defining povertyand thus abstracts from broader
concepts such as social exclusion or multidimensional poverty. In the latter case, the analysis would
also focus on issues such as the inadequate access to housing, education, health care and justice, as
wellas to individualvulnerabilitiespreventingthe fulfilmentof basichumanneeds.It is nonethelessim-
portant to note that economic deprivation, as analysed in this article, is an important determinant of
multidimensional poverty (Berthoud and Zantomio, 2008).
We will consider an individual to be poor within a given time period if her level of equivalized income
(expenditure) is below 60 per cent of the median equivalized income (expenditure) in Portugal in that
period. There are five dimensions of this definition worth clarifying and qualifying.
First, the definition of a poverty line equal to 60 per cent of median equivalized income (expenditure)
followstheEurostatdefinitionofanindividual“atrisk-of-poverty”.The linkbetweenthepovertylineand
median income reflects the relative nature of our poverty concept. This contrasts with the concept of
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(2) In this context it is interesting to note that, as argued by Sen (2003 and 2006), a position of relative poverty in the space of income may contribute to a
position of absolute poverty in the space of capabilities (where capabilities refer to the individual’s freedom and ability to pursue the basic entitlements in
society, whether material, social or political).
2absolutepoverty,wherethepovertylineisdefinedwithrespecttothevalueofaspecificbasketofbasic
goods,whichusuallyremainsfixedoverlongperiods.
3 There arenodefiniteargumentsintheliterature
sustaining the choice of one of these concepts. In practice, almost all studies undertaken in the Euro-
pean Union and a growing number of studies for the remaining advanced countries use measures of
relative poverty (see Jantti and Dazinger, 2000, European Commission, 2009, OECD, 2008, or Jesuit
and Smeeding, 2002). In the present study, the choice for a definition based on relative poverty is
basedin additionon the overallreasonabilityof the povertylines usingthe admittedlyad-hocthreshold
of 60 per cent of median income (expenditure).
4 In fact, weestimate that the povertyline computed us-
ing total expenditures, for the case of a household composed by just one individual, was €406 per
month in 2006 (at 2006 prices). In turn, the povertyline computed withmonetary income stood at €382
per month in 2005 (at 2005 prices)
5. Accordingto the equivalencescale used in this study(see below),
those values would be multiplied by a factor of 2.1 in the case of a family composed by 2 adults and 2
children. To put these figures in perspective, it can be noted, for example, that the gross monthly
income of an individual earning the minimum wage in 2006 stood at €437.
Second,wewillcomputethepovertymeasuresusingdatafrom thelatestthreehouseholdexpenditure
surveys, conducted by Statistics Portugal (INE). The surveys were conducted in 1994/95, 2000 and
2005/06.
6 Around 10000 non-overlapping households participated in each survey. The surveys pro-
vide information not only on the income and expenditure patterns of each household but also on sev-
eralsocio-demographiccharacteristicsof thehouseholdsandthecomprisingindividuals.Totalincome
and expenditure include both monetary and non-monetary components. The non-monetary compo-
nents correspond to owner-occupied housing, self-consumption, wages paid in goods and other
non-monetary transfers. The measure of household income in the expenditure survey includes social
transfers and is liquid of taxes and contributions to social security regimes. The surveys also provide
household weights that allow extrapolating the results to the population as a whole (INE, 2008a).
These weights were used in all computations in the present study. It should finally be noted that while
the household expenditures refer to the main year of each survey (1995, 2000 and 2006), the income
aggregates refer to the year preceding the survey (1994, 1999 and 2005, respectively).
Third, given that the measurement unit in the expenditure surveys is the household, we assume that
resources are fully shared within each household. Everyone living in a poor household is thus equally
poor. In addition, household income and expenditure has been rescaled in order to take into account
the fact that different households – in terms of size and composition – have different needs. There is
some dispute in the literature on the extent of economies of scale within households and thus on how
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(3) Forexample,intheUS,theofficialpovertylineiscomputedwiththemethodproposedbyOrshansky(1965).Thismethodstartsbyestimatingtheminimum
cost of a nutritional diet for families of different sizes. Subsequently, this cost is multiplied by a factor corresponding to the inverse of the weight of food
expendituresin total expenditures.The poverty linethus obtainedis adjustedannuallyfor inflationusingthe CPI-U. This methodologyhas beensubjectto
numerous critiques in the literature (see Meyer and Sullivan, 2008b).
3
(4) Thisconclusioncontrastswiththeoneobtainedifpovertylineswerecomputedbasedonabsoluteconceptsofpoverty.Inthiscase,asreportedinCostaet
al. (2008), the poverty line calculatedon the basis of an absolute concept of poverty “for most recent dates is too high, leadingto implausiblyhigh poverty
rates”.
4
(5) The poverty lines for all income and expenditure aggregates used in this article are presented in Table 1.
5
(6) The first two surveys were named Survey to HouseholdBudgets (Inquérito aos Orçamentos Familiares - IOF) and the most recent was named Survey on
HouseholdExpenditure(InquéritoàsDespesasdasFamílias-IDEF).ForathoroughpresentationofthequestionnaireandsampledesignofthelatestIDEF
2005/06, see INE (2008a).
6to “equivalize” income and expenditure. In this article, we use the OECD modified equivalence scale,
whichattributes a weightof 1.0 to the first adult in the household,0.5 to other adults and 0.3 to children
(below 15 years). Whenever income and expenditure measures are mentioned in this article they will
always refer to equivalized aggregates.
Fourth, the analysis conducted in this article will focus symmetrically on income and expenditure ag-
gregates. This contrasts with most of the recent studies for Portugal, which are uniquely based on in-
come aggregates, but is consistent with the insights in the literature that no single measure yields a
perfect account of the degree of resource deprivation (see Blundell and Preston, 1998). The authors
favouring income measures typically underline that entitlement to a minimum income is a prerequisite
for participation in society. In this case the premise is that there is a minimum right to resources
(Atkinson, 1998). Those favouring expenditure measures focus primarily on the existence of a mini-
mum standard of living. They also argue that expenditure captures best not only long-term living stan-
dards but also the role of government programs and credit markets (Meyer and Sullivan, 2008).
Furthermore, there is evidence of underreporting of income in these types of surveys (Rodrigues,
2007). These arguments suggest that poverty indicators based on expenditure aggregates are, at a
minimum, indispensable complements to the indicators based on income aggregates (see Meyer and
Sullivan,2008b,for an analysisof the evolutionof povertyin the US usingconsumptionand incomein-
dicators). Below, we will show that both measures yield several different conclusions regarding the
level, composition and recent trends in poverty during the last decade but yield close insights as
regards the underlying factors associated with poverty.
Further, we will study not only poverty indicators based on total expenditure and income but also indi-
cators based on expenditure excluding rents and monetary income. Considering these latter aggre-
gates is important (i) for comparabilityreasons, given that most poverty studies in the European Union
refertomonetaryincomepoverty;(ii)becauseimputedrentsdisplayaquestionablesurgebetweenthe
2000 and 2006 surveys, which significantly affects the intertemporal comparability of the results (see
Subsection 3.3 below); and, (iii) because it is not clear theoretically whether housing services should
be included in the income and expenditure measure.
7 For these reasons, in this article we willtypically
analyse two measures of income (total and monetary) and two measures of expenditure (total and
excluding rents).
Finally, the cross-section nature of the data sets prevents an assessment of the degree of persistence
of povertyinPortugal,ananalysisof themainpovertytriggersandmitigatingfactors, aswellasastudy
of the reasons explaining the duration of poverty. It should be clear that analysing poverty dynamics is
crucial to develop not only a better understanding of the causes underlying poverty experiences but
also to design more effective policies targeted against poverty. The new EU Statistics on Income and
Living Conditions (EU-SILC), available for Portugal since 2004, is an important step in this direction
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(7) As mentionedbyLang(2007),theanalysisof ameasureof incomeandexpenditureexcludinghousingservicesmay bejustifiedif thehouseholddepends
on remaining in that specific house to participate fully in society.
7(see Costa et al., 2008, for an analysis of poverty dynamics in Portugal using the European Union
Household Panel, for the period 1995-2000).
3. UPDATED FACTS ON POVERTY IN PORTUGAL
In this section we present some facts on poverty in Portugal using the most recent expenditure sur-
veys. Subsection 3.1 documents aggregate measures of poverty in 2005/06. Subsection 3.2 then
presents several poverty profiles, identifying the main characteristics of the poor in 2005/06. Finally,
Subsection 3.3 assesses the main poverty trends in Portugal over the last decade.
3.1 A picture of aggregate poverty in 2005/06
Chart 1 shows the distribution of the expenditure and income aggregates in Portugal in 2005/06. As
can be seen from the figure, these distributions are highlyskewed,witharound 65 per cent of individu-
als having expenditure and income levels below average.
8 The figure also suggests that a significant
number of individuals lies below the poverty line in each case.
Table 1 quantifies these observations. The table presents three indicators of poverty, as suggested by
Foster et al. (1984).
9,10 These indicators take the form:
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where z represents the poverty line and y represents either the income or expenditure level.  FGT 0
corresponds to the headcount ratio, i.e., the proportion of the population that is poor.  FGT 1 corre-
sponds to the average normalisedpovertygap, i.e., the average distance betweenincome and expen-
diture of poor individuals and the poverty line, as a fraction of the poverty line.  FGT 2 squares the
average distance to the poverty line thus attributing more weight to the poor individuals that are
farthest from the poverty line.
In Table 1, these indicators are presented with bootstrapped standard errors in parenthesis. The stan-
dard errors account for the fact that the data stems from a survey of households and thus inevitably
contains some margin of error. When drawing comparisons between indicators or when analysing the
evolution of a certain indicator over time it is important to take these standard errors seriously in order
to be able to draw conclusions that are statistically significant.
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(8) According to the survey, the mean of total annual expenditures (total income) was €9793 (€12278); the 90
th percentile of total annual expenditures (total
income) was €17373 (€21944) and the 99
th percentile of total annual expenditures (total income) was €35574 (€47605).
8
(9) These indicators fulfil several important properties (see Jantti and Dazinger, 2000). In particular, they are additively decomposable, which allows
straightforwardbreakdownsofpovertyacrossgroupsinthepopulation.See,however,thecritiquetothegeneraldecomposabilitynatureoftheseindicators
in Sen (2006).
9
(10) For completeness Table 1 also presents some inequality indicators, namely the Gini index and several decile expenditure/income shares.
10There are important insights on aggregatepovertyin Portugal that can be drawnfrom the table.
11 First,
the level of poverty in Portugal is high irrespective of the indicator under analysis. In terms of interna-
tional comparisons, while the proportion of poor in Portugal measured with monetary income stood at
18.5 per cent in 2005, the corresponding Eurostat figure for the European Union and the euro area at
that time was 16 per cent. Only three euro area countries – Spain, Greece, and Ireland - displayed a
slightlyhigherincomepovertyratecomparedto Portugal,eventhoughnotstatisticallydifferentat stan-
dard confidence levels (taking into account the standard errors reported in Table 1). In turn, the lowest
poverty rates in the European Union – standing close to 10 per cent – were observed in Sweden, the
Netherlands, the Czech Republic and Denmark.
Second, the table quantifies the number of poor in Portugal, also with a breakdown by age group, for
the income and expenditure measures analyzed in this study. Taking into account the uncertainty
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Chart 1
DISTRIBUTION OF EXPENDITURE AND INCOME
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Source: IDEF 2005/06.
Note: The vertical line represents the poverty line for the case of a sole person.
(11) Table2 alsohighlightsthestronginequalityinthedistributionofincomeandexpenditure,oneofthehighestintheEuropeanUnion.Asastrikingillustration
ofthispattern,itcanbementionedthattheincome(expenditure)ofthehighestdecileamountscloselytothesumoftheincome(expenditure)ofthefirstfive
deciles of the respective distribution.
11around each of these measures, as wellas the differing conclusions using each measure of income or
expenditure, it can be concluded that the number of poor in Portugal in 2005/06 stood close to 2 mil-
lion, of which around 300000 were children. These figures are globally in line with those reported in
Rodrigues(2007),EuropeanCommission(2009)andINE (2008a,2008b).Theyrepresentarepresent
a disquieting reality in the Portuguese development process.
Third, according to the expenditure survey, the non-monetary income components decrease the inci-
denceanddepthof poverty. This is mainlyrelatedto the prevalenceof owner-occupiedhousingin Por-
tugal, also among the poor. This finding, reported also in Rodrigues (2007), implies that the traditional
monetary income indicators may overstate the true level of poverty in Portugal.
A fourth insight implicit in Table 1 is that the poverty depth – for example computed with – is not ex-
tremelydeep.This isinpart relatedto thefact that thesurveydoesnotcapturethemost destituteinso-
ciety, who are thus also excluded in a statistical sense. In terms of income (monetary income), the
mean of poverty gaps in 2005 stood at around €1350 (€1200) per year. Coupling this information with
the properties of the income distribution in Portugal, we are able to calculate that the poverty gap in
Portugal in 2005 corresponded to 3.9 percent per cent of the monetary income of the 30 per cent rich-
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Table 1
MAIN INDICATORS
Expenditure Income
Total Exc. rents Total Monetary
Poverty lines: one person household (euros per year) 4 869.41 3 796.24 5 815.49 4 584.00
Foster-Greer-Thorbecke poverty indices
FGT(0): headcount ratio (proportion poor) 0.184 0.211 0.162 0.185
(0.005) (0.006) (0.005) (0.005)
FGT(1): average normalised poverty gap 0.047 0.060 0.038 0.049
(0.002) (0.002) (0.002) (0.002)
FGT(2): average squared normalised poverty gap 0.019 0.026 0.014 0.020
(0.001) (0.001) (0.001) (0.001)
Number of poor 1 951 033 2 235 992 1 717 759 1 959 267
Children (under 15) 282 618 326 476 299 158 313 396
Prime-aged adults (15-64) 1 102 760 1 259 934 979 179 1 116 875
Individuals aged 65 or over 565 655 649 582 439 422 528 996
Gini index 0.329 0.357 0.344 0.373
(0.004) (0.004) (0.005) (0.006)
Decile group shares (in percentage)
Q1 (first decile) 3.016 2.629 3.139 2.765
(0.051) (0.047) (0.060) (0.058)
Q2 (second decile) 4.607 4.159 4.607 4.220
(0.053) (0.057) (0.062) (0.064)
Q10 (tenth decile) 25.473 27.033 27.569 29.631
(0.344) (0.372) (0.515) (0.594)
Source: IDEF 2005/06.
Notes:Average values and poverty lines defined per equivalent adult. Values in euros per year (evaluated at 2005 prices for income and 2006 prices for expenditure). Observations
weighted with sample weights. Bootstrapped standard errors in parenthesis.est individuals (3.5 per cent if total income was considered). This illustrates markedly the high income
inequality prevailing in Portugal.
Finally, the table also highlights that the level of poverty measured with expenditure aggregates is
higher than the one computed with income aggregates. This raises a natural question of understand-
ing whether the individuals identified as poor when the expenditure aggregates are used coincide with
those identified as poor with income aggregates.
Table 2 aims to answerthis question. The main conclusion of the table is that the intersection between
those groups is limited. From the group of individuals who are expenditure poor, only around half are
also income poor. From the group of individuals who are income poor, around 63 per cent are also ex-
penditure poor.
12 These are seemingly low figures but have also been reported for other economies
(see Brewer et al., 2006, for the case of the UK). The reasons behind this non-overlap may be three-
fold. First, expenditures may be lumpy in the short-term, in particular due to the acquisition of durable
goods, and this may change the relative position of individuals in the expenditure/income scale. Sec-
ond, expenditure surveys usually display significant measurement errors. In particular, it is well known
that income is usually underreported in these surveys. Third, income varies significantly over the
life-cycleof individualsand also in responseto idiosyncraticshocks, such as unemployment,disability,
work bonuses, retirement or breaks from employment due to family responsibilities. In face of these
shocks, agents tend to smooth expenditures, by changing the level of savings or debt. This is actually
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Table 2
INTERSECTION BETWEEN THE INCOME POOR AND THE EXPENDITURE POOR
IDEF 2005/06 IPEF 2006
Fraction Expendit.
(euros)
Income
(euros)
Fraction Net wealth
(euros)
Expenditure poor 100.0 3 628.2 6 192.4 100.0 25 642.5
Expenditure poor and Income poor 51.1 3 350.6 4 237.2 51.2 18 659.1
Expenditure poor and Income non-poor 48.9 3 905.6 8 146.4 48.8 32 390.7
Expenditure poor and Expenditure exc. Rents poor 89.3 3 498.1 6 145.2 89.5 26 697.2
Expenditure poor and Expenditure exc. Rents non-poor 10.7 4 520.0 6 515.4 10.5 18 326.2
Income poor 100.0 4 947.3 4 454.2 100.0 23 787.1
Income poor and Expenditure poor 62.7 3 350.6 4 237.2 63.0 18 659.1
Income poor and Expenditure non-poor 37.3 7 044.3 4 739.2 37.0 30 682.4
Income poor and Monetary income poor 83.8 4 913.3 4 253.4 84.1 27 123.3
Income poor and Monetary income non-poor 16.2 5 096.1 5 333.7 15.9 9 317.1
Expenditure non-poor and Income non-poor 100.0 11 577.6 14 493.4 100.0 80 098.0
Sources: IDEF 2005/06, IPEF 2006.
Notes:Observations wereweightedwithsampleweights;variablesdefined perequivalent adult.Netwealthiscomputed onlyforthesubsetofhouseholds intheIPEF.Valuesdefined in
euros per year (evaluated at 2005 prices for income and 2006 prices for expenditure and net wealth).
(12) The Table 2 also highlightsthat there is a large intersection between the expenditurepoor and the “Expenditureexcludingrents” poor, as well as between
the income poor and the monetary income poor.
12one of the reasons why expenditures may better represent the permanent income position of the
agents instead of the more volatile information stemming from monetary income.
13 In this case, the in-
formation based on expendituremay better reflect longer-lastingpovertyspells. The last column in Ta-
ble 2 suggests this may actually be the case in the IDEF 2005/06. In particular the level of net
equivalized wealth of the income poor individuals who were not expenditure poor was significantly
higher that the net wealth of the remaining income poor (while the net wealth of the former stood at
slightly above €30000, the net wealth of the latter was below €20000).
14 This fact suggests the
existence of a relevant role of wealth in the smoothing of expenditure decisions by the income poor
households.
The fact that different conclusions arise from the use of different aggregates implies that a thorough
analysisof all the data is important to drawa robust and consistent picture of povertyin Portugal. In the
next subsection we thus analyse a number of poverty profiles for various measures of income and
expenditure.
3.2 Who were the poor in Portugal in 2005/06?
This subsection presents a set of disaggregate facts on poverty in Portugal, breaking down the aggre-
gate poverty incidence across a number of socio-economic characteristics. These poverty profiles are
presented in Table 3, based on geographical location, household size, marital condition, age, educa-
tion and employment status (with the latter three features related to the household’s representative).
15
It is important to note upfront that these poverty profiles do not establish causal relationships and do
not allow inferring the underlying relationships between each variable and the incidence of poverty. A
step in this direction will be undertaken in the regression analysis presented in Section 4.
Some fundamental facts are worth highlighting from the table.
16 In terms of geographical breakdown,
the regions with the highest poverty rates are, in descending order, Madeira, Azores and Alentejo.
17
The Lisbon region and the Algarve consistently present the lowest poverty rates in Portugal. In this
context it is important to note that the poverty lines are the same for all regions, which implies that dif-
ferences in price levels – also associated with differences in the respective levels of income per capita
– are not controlled for when measuring regional poverty.
As regards household size, the highest poverty rates are observed for households composed of 6 or
more individuals (with poverty rates ranging between31 to 42 percent). Households with just one indi-
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(13) A quite striking example is reported in Costa et al. (2008), where it is shown that between 1995 and 2000 almost half of households in Portugal lived in
poverty for at least one year. This high figure is in part associated with the fact that the analysis was based on monetary income aggregates.
13
(14) The net wealth measure is computed with the latest Household Wealth and Indebtedness Survey (IPEF) carried out by Statistics Portugal and Banco de
Portugalduringthe last quarterof 2006andthe first quarterof 2007.The sampleof the surveyis a sub-setof the respondentsto the IDEF 2005/06,andis
composed of about 8500 households. For a detailed presentation of the characteristics of the IPEF, see Farinha (2008).
14
(15) The householdrepresentativeis looselydefinedasthememberover14yearswhichis recognizedassuchbytheothermembers,andwhichmust always
reside on the same house.
15
(16) Theconclusionsreportedintable3fortheincidenceofpoverty,FGT(0),wouldbequalitativelyunchangedforothermeasuresofpoverty,suchasFGT(1)or
FGT(2). These results, as well as the corresponding bootstrapped standard errors, are available from the author upon request.
16
(17) The North also records one of the highest poverty rates when total income is considered.
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Table 3
BREAKDOWN OF POVERTY INCIDENCE, BY THE CHARACTERISTICS OF THE HOUSEHOLD OR THE
REPRESENTATIVE
Expenditure Income
% sample Total Exc. rents Total Monetary
Total 100.0 0.184 0.211 0.162 0.185
Region
North 35.4 0.185 0.205 0.191 0.213
Center 22.5 0.232 0.248 0.160 0.201
LVT 26.3 0.110 0.145 0.122 0.120
Alentejo 7.2 0.260 0.293 0.167 0.207
Algarve 4.0 0.151 0.198 0.136 0.187
Azores 2.3 0.264 0.333 0.217 0.232
Madeira 2.3 0.298 0.357 0.187 0.235
Urban / rural
Rural 12.4 0.362 0.355 0.272 0.338
Semi-urban 16.7 0.224 0.243 0.196 0.235
Urban 70.9 0.144 0.179 0.135 0.147
Household size
1 6.1 0.268 0.329 0.254 0.346
2 20.8 0.211 0.265 0.181 0.218
3 29.8 0.134 0.163 0.109 0.142
4 28.0 0.146 0.154 0.124 0.140
5 9.8 0.202 0.231 0.242 0.202
6 or more 5.6 0.422 0.395 0.330 0.313
Age
Less than 25 0.7 0.152 0.288 0.178 0.186
25-34 9.9 0.136 0.196 0.131 0.149
35-44 28.7 0.146 0.168 0.146 0.153
45-54 22.0 0.146 0.158 0.136 0.156
55-64 17.6 0.173 0.191 0.145 0.183
65-74 13.4 0.284 0.305 0.218 0.236
Equal or over 75 7.7 0.356 0.422 0.278 0.354
Education (completed)
None 11.5 0.450 0.472 0.388 0.422
4 years 39.0 0.234 0.255 0.200 0.232
6 years 16.9 0.141 0.174 0.134 0.150
9 years 12.8 0.084 0.127 0.083 0.106
12 years 10.4 0.051 0.091 0.052 0.061
Terciary 9.5 0.015 0.028 0.012 0.010
Employment status
Worker (non self-emp.) 47.8 0.126 0.157 0.107 0.111
Self-employed 15.4 0.120 0.141 0.121 0.175
Unemployed 6.4 0.306 0.325 0.339 0.353
Retired 25.2 0.278 0.304 0.218 0.252
Non-worker 5.2 0.303 0.322 0.305 0.373
For memory: subset of households with working-age representative (age over 14 and under 65 years)
Representative with no spouse/companion
Working 8.7 0.135 0.135 0.188 0.152
Not working 3.9 0.359 0.342 0.349 0.402
Representative with spouse/companion
Both working 50.8 0.096 0.060 0.121 0.063
One working 28.5 0.203 0.231 0.223 0.272
Both not working 8.2 0.226 0.249 0.247 0.270
of which: both unemployed 0.8 0.489 0.443 0.501 0.421
Source: IDEF 2005/06.
Notes:Average valuesand povertylinesdefined perequivalent adult. Values defined ineurosperyear(evaluated at2005 pricesforincomeand 2006 pricesforexpenditure). Observa-
tions weighted with sample weights.vidual also face significantlyhigher than average povertyrates. The lowestpovertyrates are observed
for households with 3 or 4 individuals, which represent more than half of the population.
With respect to age, the highest poverty rates are clearly concentrated in households with representa-
tives older than 64 years and, in particular, in households where the representative is older than 74
years.All the other age brackets record lowerthan averagepovertyrates (withthe exceptionof house-
holds where the representative is younger than 25 years, which represent a negligible fraction of the
population).
The number of years of education of the representative is an important variable to identify the inci-
dence of poverty. In fact, the poverty rate consistently decreases as the number of years of completed
education increases. This relation holds robustly across all income and expenditure measures. It is
noteworthythat over 40 per cent of householdswhoserepresentative has zero yearsof completed ed-
ucation – mainly older households – are in poverty according to most measures. Households whose
representative has only 4 years of completed education also record higher than average poverty rates
(these households correspond to almost 40 per cent of the population). In contrast, households with
representatives with 12 years or more of education face poverty rates clearly below 10 percent, which
are close to zero in the case of those with tertiary education.
These figures are directly associated with the high returns to education in the Portuguese labour mar-
ket, whichare closely related to the low supply of educated individuals (this issue is explored further in
Section4below).As showninChart2, householdswithhighereducationlevelscanexpectonaverage
higher labour market incomes, higher total monetary incomes and higher total expenditure levels.
Chart 2 also shows that these patterns occur along the full life-cycle of the households, with the maxi-
mum expected wage earnings - for all education levels - occurring between 45 and 64 years. The re-
turns to education throughout the working life of an individual also translate into the pension levels in
retirement. In fact, the sharp fall in labour market earnings occurring at retirement is only partially
translated in a fall in monetary income, which is related to the existence of a social security system in
Portugal. Finally, in line with theoretical predictions, expenditure displays a smoother profile relative to
income, and displays a much milder fall in older age brackets.
In terms of employment status, Table 3 shows that households where the representative works have
clearly lower poverty rates relative to the cases where the representative is unemployed,retired or not
workingfor other reasons(this is the case, for example,of students, individualswithdisability, individu-
als in public service or individuals taking care of their home or family). When we focus on working-age
representatives(presentedinthelowerpanelofTable3)wealsoconcludeontheimportanceofpartici-
pation in the labour market. Households where the representative (and the spouse/companion) works
face much lower poverty rates relative to the case where the representative (or the spouse/compan-
ion) is not working
18. A particularly vulnerable situation occurs when both the representative and the
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(18) For expositional purposes, from now on references to spouses should be interpreted as including companions as well.
18spouse are unemployed. Almost half of the households are in poverty in this case
19. Another vulnera-
ble situation occurs for households with children and a single representative who does not work. In re-
sults not shown in the table we conclude that over half of these households live in poverty, regardless
of the expenditure and income aggregate analysed.
Despite the impact of participating in the labour market in lowering the incidence of poverty, it must be
noted that the shares of poor representatives and spouses who work is quite significant, albeit lower
than the corresponding figures for the non-poor. Chart 3 below illustrates this fact. The chart presents
the share of working representatives and spouses – for poor and non-poor households - in each age
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Chart 2
THE LIFE-CYCLE PROFILE OF WAGES, INCOME AND EXPENDITURE, BY EDUCATION ATTAINMENT
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Source: IDEF 2005/06.
Note: The x-axis refers to the age of the representative. The level of education refers to the maximum education of either the representative or the spouse.
(19) Notethatpovertyratesforthisgroupwhenweuseincomemeasuresstandatalowerlevel,around43percent.However,itshouldbenotedthatthereisa
calendarmismatchthatmayinfluencetheinterpretationoftheresults.Infact, whilerepresentativesreportedtheir“usual”employmentstatus, thereported
income refers to the full year of 2005.
19bracket.
20 For example, in the age brackets between34 and 54 years, around 70 per cent of represen-
tatives in poor households were working, while the corresponding figure for the non-poor was close to
90 per cent. For the same age brackets, between 40 and 50 per cent of spouses in poor households
were working, while the corresponding figure for the non-poor was around 65 per cent.
21
To endthis subsectionit is instructiveto brieflysummarizethe breakdownof the poorin the population.
Table 4 highlights that, when measures of expenditure are used, around 15 per cent of the poor are
children (under 15 years), 30 per cent are working individuals, close to 30 per cent are retired and 25
per cent are not working for other reasons (including unemployed and students). The corresponding
figures for income measures are, respectively, around 17, 25, 26 and 32 per cent.
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Chart 3
SHARES OF WORKING REPRESENTATIVES AND WORKING SPOUSES/COMPANIONS (WHERE
APPLICABLE)
Expenditure Income
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Note: The x-axis refers to the age of the representative.
(20) Thefigurepresentsresultsfortotalincomeandexpenditurepoverty. Theresultsareanalogouswhenmonetaryincomeorexpenditureexcludingrentsare
used.
20
(21) The differences are relatively higher when poverty is measured with income, which is not surprising given that participation in the labour market directly
influences monetary income.
213.3. Recent trends in poverty in Portugal: 1994/95-2005/06
There is a long-standingconvictionthat povertylevelsin Portugalhavestood at highandrelativelysta-
ble levels in recent decades (see Rodrigues, 2007, and Costa et al., 2008). According to the most re-
cent Eurostat statistics, povertyrates in Portugal, measured withmonetary income, declined gradually
from levels around 21 per cent in 1995 to 18 per cent in 2006 (even though it should be underlinedthat
there is a methodological break in 2004). Further, INE (2008a) showed recently that according to the
latest expendituresurveythe incidenceof povertydeclinedbetween1999and2005.In this subsection
we assess the recent poverty trends in Portugal with evidence from the three latest expenditure sur-
veys (IOF 1994/95, IOF 2000 and IDEF 2005/06). We will show that recent poverty trends differ
whether one uses expenditure or income aggregates. Further, we will also conclude that the sample
design in each survey significantly affects the results. The breakdown of the sample in terms of
education is particularly critical in this respect.
We start by presenting in Chart 4 the annual average growth of expenditure and income in Portugal in
the sub-periodsbetweenthe three expendituresurveys,for each quintileof the distributions. The main
messagesarisingfrom the figure are the following.First, the averagerate of growthof expenditureand
income in the second half of the 90s wassignificantlyhigher than in the first half of the 00s, for all quin-
tiles of the distributions. Second, between the 2000 and 2005/06 surveys there was an abnormal in-
crease in the value of rents (which is included in the non-monetary components of expenditure and
income). In particular, imputed rents grew over 50 per cent in cumulated terms between 1999 and
2005, according to the expenditure surveys. This is equally clear in Chart 4 whenwe compare the rate
of growth of expenditures including or excluding rents. This fact leads us to favour an intertemporal
analysis of poverty using expenditure excluding rents and monetary income.
The third feature worthhighlightingfrom Chart 4 is that the evolutionacross quintilesis clearlydifferent
when we focus on expenditure or income aggregates. From the lower panel of Chart 4, it is clear that
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Table 4
BREAKDOWN OF THE POOR
Per cent
Expenditure Income Memo:
Total Exc. rents Total Monetary % sample
Children 14.5 14.6 17.4 16.0 15.5
Worker 29.3 31.3 25.4 24.8 44.0
Unemployed 7.6 7.4 8.9 8.4 5.4
Retired 29.8 29.3 25.6 26.9 19.3
Other non-worker 18.8 17.4 22.7 24.0 15.8
Total 100.0 100.0 100.0 100.0 100.0
Source: IDEF 2005/06.
Notes: Average expenditure / income and poverty lines defined per equivalent adult. Observations were weighted with sample household weights.when we look at the behaviour of expenditure excluding rents between 1994/95 and 2005/06 the low-
est quintile consistentlyobserved the highest rates of growthand the highest quintiles consistentlyob-
served the lowest rates of growth. This implied a decline in relative poverty and in the inequality of the
distribution of expenditure except rents throughout this period. When we turn to the behaviour of mon-
etaryincome, the picture is quite different. In fact, the lowestquintiledid not perform significantlybetter
than the median quintile and the highest quintile consistently observed the highest rate of growth of
monetary income throughout the decade. This behaviour implied a slight increase in the inequality of
the distribution of monetary income, while no conclusion can be drawn regarding the evolution of the
poverty rate.
22
In order to start analysingthe main poverty trends between1994/95 and 2005/06 Chart 5 presents the
evolutionofpovertyratesduringthisdecade,with95percentconfidenceintervalsaroundthepointes-
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Chart 4
ANNUAL GROWTH OF EXPENDITURE AND INCOME AGGREGATES, BY QUINTILE
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Sources: IOF 1994/95, IOF 2000 and IDEF 2005/06.
(22) A more thorough analysis of the evolution of inequality throughout this period is available from the author upon request. For completeness, it is worth
reportingherethattheGinicoefficientsformonetaryincomein1994/95,2000and2005/06were,respectively, 0.354,0.364and0.373.Thecorresponding
Gini coefficients for expenditure excluding rents were, respectively, 0.395, 0.377 and 0.357.
22timates. A straightforward interpretation of the figure would lead one to conclude that poverty rates
computed withexpendituremeasures declined between1995 and 2000, and again between2000 and
2006, albeit not significantlyin statistical terms in the case of expenditureexcept rents in each sub-pe-
riod
23. In turn, according to the income measures, wewouldconclude that poverty stayed broadlycon-
stant between 1994 and 1999 and declined significantly between 1999 and 2005. However, as we will
show below, these conclusions are most likely not robust and must be qualified.
The main problem is that the survey samples do not consistently reflect the population under study in
the respective years, in particular in 2000. In fact, while the 1994/95 and 2000 surveys were both de-
signed based on the 1991 Census of the population, the sample for the 2005/2006 survey was based
on the 2001 Census. This implies that in 2000 the survey was designed to reflect the structure of the
population observed almost a decade earlier. Moreover, it turns out that older individualsare over-rep-
resented in the 2000 survey. For example, the share of individuals older than 64 years is 20.3 per cent
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Chart 5
TRENDS IN POVERTY INCIDENCE 1994/95-2005/06
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Sources: IOF 1994/95, IOF 2000 and IDEF 2005/06.
Note: Evolution of poverty rates, FGT(0), with 95 per cent confidence intervals around the point estimates.
(23) These results were confirmed with formal statistical tests.
23in the IOF 2000, whichcontrasts with16.4 per cent the 2001 Census of the population(17.3 per cent in
the IDEF 2005/06).
24 This evolutionhas a direct counterpart in the breakdownof the sample byeduca-
tion attainment. For example, in the IOF 2000, 65 per cent of the population over 25 years had at most
4 years of completed education. In the IDEF 2005/06, this figure drops to 51 per cent. This evolution is
impossible in demographic terms. As we already attested above, education is a crucial covariate of
povertyinPortugal.This impliesthattheincidenceofpovertyshouldbeoverstatedintheIOF 2000.
To evaluate the impact of these sampling errors, several simple counterfactual scenarios were esti-
mated, aiming to simulate howpovertyrates wouldhave evolvedbetween2000 and 2005/06for differ-
entassumptionsconcerningthebreakdownofthepopulationintermsofyearsofeducation(Table5).
Afirst counterfactual scenario presented in Table 5 estimates the evolution of povertyrates in case the
breakdownof the population in terms of years of education had remained constant between 2000 and
2005/06 (and the poverty incidence by education group had evolved as described in the surveys). The
tablesuggeststhatthepovertyincidencewouldactuallyincreasemarkedlybetweenthoseyearsinthis
counterfactual exercise, instead of decreasing significantly as in Chart 5. However, this is obviously a
very extreme exercise given that the stock of education has surely improved during this period. We
thus computed a second counterfactual exercise taking into account an estimated evolution of the
stock of attained education between 2000 and 2006 (using a conservative evolution of the education
pyramid in the Census 2001). The results, also shownin Table 5, suggest that poverty rates may have
actually stayed broadly constant during the 00s.
Given that the samples in the IOF 1994/95 and IDEF 2005/06 are both consistent with the Population
Census undertaken a few years earlier, we think the results between these two surveys should be
broadly comparable. Compiling all the above observations, it can be concluded that poverty rates de-
creasedsignificantlybetween1994/95and2005/06,in particularwhenmeasuredwithexpenditureag-
gregates. Further, the evidence suggests that poverty rates decreased more markedly between
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Table 5
COUNTERFACTUAL EVOLUTION OF POVERTY, FOCUSING ON THE ROLE OF EDUCATION
Expenditure Income
Total Except rents Total Monetary
Poverty incidence - FGT(0) 2000 2006 2000 2006 1999 2005 1999 2005
Observed 0.210 0.184 0.224 0.211 0.184 0.162 0.201 0.185
Counterfactual based on constant education
(a) 0.210 0.222 0.224 0.248 0.184 0.194 0.201 0.220
Counterfactual based on estimated education
(b) 0.210 0.207 0.224 0.232 0.184 0.182 0.201 0.207
Sources: IOF 2000 and IDEF 2005/06.
Notes:(a)Computations based on constant 2000 population shares, by education attainment. (b)Computations based on the estimated poverty incidence in2000 and the likelyevolu-
tion of education of the population between 2000 and 2006, estimated with standard mortality rates, the education pyramid in the Census 2001, and assuming a constant population.
(24) These figures are weighted with sample weights.
241994/95 and 2000.
25,26 In results availablefrom the author upon request, it can also be concluded- us-
ing the “TIP curve” analysis proposed by Jenkins and Lambert (1997) - that the overall decline in pov-
ertybetween1994/95and2005/06isrobusttothelevelofthepovertylineandtotheequivalencescale
used, but only in the case where the poverty indicators are computed with expenditure measures.
The above discussion highlights the importance of moving beyond the simple statistical measurement
of povertytrends and tryingto understand the factors determiningthese trends. Further, it stresses the
importanceof keepingtrack of the qualityof the sample,in particularin whatregardsthe breakdownby
education.
4. SOURCES OF POVERTY IN PORTUGAL
In thelastsectionwedescribedseveralsocial-economiccharacteristicsof householdslivinginpoverty
in Portugal. The problem with these poverty profiles is that they do not allow distinguishing the relative
importance of the various factors associatedwithpoverty. This section aims to tackle this issue. To this
end we run several multivariate regressions, which incorporate the poverty covariates that are
identifiable with the IDEF 2005/06.
In particular, we will estimate regressions where the dependent variable is binary, taking the value 1
when an individual is poor and 0 otherwise. The estimated model is called a Probit and can be formal-
ized as follows:
   Pr | yx x ii i  1 
In this equation,the probabilitythat the dependentvariableyt equals1 (i.e., the probabilitythat an indi-
viduali is poor), given a set of explanatory variables xi, is specified as a non-linear function of the ex-
planatory variables xi.  represents the vector of coefficients to be estimated and  is the normal
cumulative distribution function. The estimation of the model is undertaken by maximum likelihood.
Before presenting the results of the estimations, it is important to underline three potential problems
associated with this approach. First, representing poverty as a binary situation ignores information
concerning the depth of poverty. In addition, whenpoverty is represented by a binary characterization,
even marginal changes around the poverty line move the position of the households from the set of
poor to non-poor (or vice-versa). Second, even though the multivariate regression frameworkis a step
forward in understanding the covariates of poverty, it is important to underline upfront that these re-
gressions do not identify causal relationships. Finally, there is an important problem associated with
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(25) Further,asarguedinRodrigues(2007),duringthisperiodthedepthofpovertywasreduced,dueinparticulartotheintroductionoftheRendimentoMínimo
Garantido (a minimum guaranteed income scheme, which was set at levels significantly below the poverty line).
25
(26) Thereasonsunderlyingthepovertydeclineinthelate90s–inparticularwhenexpenditureaggregatesareused–arebeyondthescopeofthisstudy.Hereit
is worth highlightingthat this evolution may be related inter alia to the significant increase in current transfers from the general government to households
during this period, as well as to an increased access to debt of households who were traditionally excluded from the credit market for consumption (see
Farinha, 2008, and references therein).
26the endogeneityof the variables.
27 In whatfollows,weproceedwiththis noteof cautionin mind, hoping
that the overall results may be robust to this issue.
Table 6 presents the results of the Probit regressions for the poor population identified with each in-
come and expenditure aggregate. The explanatory variables of the model include geographical data
(region of the household and urban/rural breakdown), characteristics of the household (household
size, number of members working beside the representative, maximum education level of the repre-
sentative/spouse, existence of a spouse in the household) and characteristics of the representative
(age and working condition). In Table 6 the estimated coefficients measure the marginal effect of each
variable on the probability of an individual being poor, controlling for the impact of all the other
covariates.
28 The standard errors of each coefficient are presented in parenthesis.
We turn now to the analysis of the results for each explanatory variable. It is important to note upfront
that the sign and statistical significanceof the estimated coefficients are globallyrobust to the expendi-
ture and income aggregates used (with the exception of the dummy variables referring to the region
where the household resides).
In what concerns the household size, Table 6 allows us to conclude that each additional household
member significantly increases the probability that the household is poor, even controlling for the im-
pact of the remaining explanatory variables. This effect is directly influenced by the fact that both ex-
penditure and income are computed per equivalent adult.
In addition, the table includes results on whether having a spouse in the household influences the
probability of the household being poor. For all expenditure and income aggregates, it can be con-
cludedthat havinga spousesignificantlydecreasesthe probabilityof the householdbeingpoor. This is
probably related to the existence of insurance mechanisms within the household but may also be af-
fected by the existence of several economies of scale which are probably not captured accurately in
the simplified equivalence scale used in this article. Anyway, this result confirms the aggregate evi-
dence that was already observable in the lower panel of Table 4.
Regardingthevariablesrelatedto geographicalfactors, it is clearthat householdslivinginurbanareas
have a lower probability of living in poverty, when compared with households living in rural areas. Fur-
thermore, it is confirmed that households living in the Lisbon region and in the Algarve face a relatively
lower probability of being poor.
Focusing now on the age of the representative, the table shows that there is a significant relation be-
tweenthe individuals’life cycle and the probabilityof living in poverty. In fact, the lowestprobabilitiesof
livingin povertyoccur whenthe representative belongsto the agebracket between45 and64 years(in
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(27) Therelationbetweeneducationandpovertymaybeusefultoillustratethisissue.Itshouldcomeasnosurprisethatwewillfindthatalowlevelofeducation
is a significant determinant of poverty. The problem with this conclusion is that the permanence of children in poor households also implies, on average,
lower levels of education attainment relative to comparable age-brackets in the rest of the population. This kind of endogeneity is inescapablein our data
sets. Analogous examples could actually be presented for other variables such as unemployment or illness (see Smith and Middleton, 2007).
27
(28) It is importantto notethat thesemarginaleffects areevaluatedat the meanof the independentvariables,exceptinthe casesof the variableswhich,when
assumingavalueequalto1,implythatotherassociatedvariablesareequaltozero(whichisthecaseofthedummyvariablesrepresentingtheregion,age,
employment status and education). In these cases, the evaluation of the marginal effects takes into account the null restrictions over the respective
associated variables.
28the case of the poverty indicators based on expenditure) and to the age bracket between 55 and 74
years (in the case of the poverty indicators based on income). In turn, the highest risk of poverty is
observed in the lowest and highest age brackets
Table 6 subsequently presents the impact of the employment status of the representative A first con-
clusion in this respect is that households with an unemployed representative observe significantly
higher probabilities of being poor relative to households where the representative is working. This ef-
fect amounts to about 15 percentage points when poverty indicators are based on expenditure aggre-
gates and to about 20 percentage points when poverty indicators are based on income aggregates. A
similar result – albeit of a lower magnitude – is found when the representative does not work (for
reasons other than retirement or unemployment).
In case the representative is retired, the probabilityof being poor (compared withthe case of a working
representative) is positive but quantitatively close to zero. This fact suggests that, with the rules gov-
erning the fiscal and pension systems in 2005/06, moving into retirement did not imply a significant re-
duction in liquid income or expenditure. This result is not surprising given that the net replacement
rates (relative to the final earnings before retirement) at the time were on average above 90 per cent
(see OECD, 2007). Note that this figure reflects not only the gross replacement rates - which were on
average close to 75 per cent - but also the difference in social security contributions and personal in-
come taxes paid by workers and pensioners. It should be mentioned that after 2005 several new rules
governing the expected liquid income after retirement were approved. These new rules significantly
decreased the net replacement rate.
Table 6 also showsthat the probabilityof being poor significantlydiminisheswitheach additionalwork-
ing member in the household (besides the representative). Each additional working member de-
creasesthe probabilityof beingpoorbyaround7 percentagepoints whenpovertyindicatorsarebased
on expenditure aggregates and in over 11 percentage points when poverty indicators are based on
income aggregates.
The lastevidenceinTable6refersto theroleof educationindeterminingtheprobabilityof livinginpov-
erty. The tableconfirmsthat the educationlevelof the representative/spouseis a fundamentalelement
in determining that probability. In fact, compared with households whose representative and spouse
had no formal education, households where the representative and/or spouse had 4 years of educa-
tiondisplayedlowerprobabilitiesof beingpoor, byabout15percentagepoints. The probabilityof being
poor was over 35 percentage points lower in households where the representative and/or spouse had
tertiaryeducation. Thus, it is clear that the educationlevel is an important explanatoryfactor of poverty
levels in Portugal.
It isinstructivetorecallthatfromthepovertyprofilesinthelastsectionitwouldnotbepossibletodistin-
guish whether the high poverty incidence among the elderly was due to life-cycle issues, to their low
average level of education or to their retirement status. The multivariate analysis in this section sug-
gests that education is quantitatively the most relevant factor among the three.
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Table 6
PROBIT REGRESSIONS - MARGINAL EFFECTS
Expenditure Income
Total Exc. rents Total Monetary
Household size 0.051 0.041 0.055 0.049
(0.000) (0.000) (0.000) (0.000)
Family with spouse/companion -0.038 -0.033 -0.039 -0.030
(0.000) (0.000) (0.000) (0.000)
Urban -0.088 -0.058 -0.057 -0.081
(0.000) (0.000) (0.000) (0.000)
Region (relative to North)
Center 0.046 0.047 -0.011 -0.001
(0.000) (0.000) (0.000) (0.000)
Lisbon region -0.017 -0.004 0.002 -0.024
(0.000) (0.000) (0.000) (0.000)
Alentejo 0.058 0.074 -0.019 -0.016
(0.000) (0.001) (0.000) (0.000)
Algarve -0.007 0.015 -0.019 0.004
(0.001) (0.001) (0.000) (0.001)
Azores 0.019 0.086 -0.023 -0.024
(0.001) (0.001) (0.001) (0.001)
Madeira 0.053 0.107 -0.040 -0.016
(0.001) (0.001) (0.000) (0.001)
Age of representative (relative to 25-34 years)
Less than 25 years 0.027 0.118 0.113 0.077
(0.002) (0.002) (0.002) (0.002)
35-44 years -0.033 -0.072 -0.020 -0.036
(0.000) (0.001) (0.000) (0.000)
45-54 years -0.052 -0.100 -0.039 -0.040
(0.000) (0.001) (0.000) (0.000)
55-64 years -0.055 -0.092 -0.058 -0.049
(0.001) (0.001) (0.000) (0.001)
65-74 years -0.027 -0.046 -0.058 -0.069
(0.001) (0.001) (0.001) (0.001)
Equal or over 75 years 0.005 0.029 -0.040 -0.019
(0.001) (0.001) (0.001) (0.001)
Employment status of the representative
(relative to working representative)
Unemployed 0.152 0.152 0.191 0.206
(0.001) (0.001) (0.001) (0.001)
Retired 0.026 0.001 0.022 0.008
(0.000) (0.000) (0.000) (0.000)
Other non-worker 0.100 0.095 0.123 0.173
(0.001) (0.001) (0.001) (0.001)
No. members working (besides representative) -0.068 -0.073 -0.117 -0.148
(0.000) (0.000) (0.000) (0.000)
Maximum years of education of the representative / spouse
(relative to 0 completed years of education)
4 years of education -0.168 -0.153 -0.169 -0.146
(0.001) (0.001) (0.001) (0.001)
6 years of education -0.249 -0.227 -0.242 -0.228
(0.001) (0.001) (0.001) (0.001)
9 years of education -0.287 -0.259 -0.288 -0.265
(0.001) (0.001) (0.001) (0.001)
12 years of education -0.344 -0.319 -0.327 -0.319
(0.001) (0.001) (0.001) (0.001)
Over 15 years of education -0.385 -0.390 -0.355 -0.355
(0.001) (0.001) (0.001) (0.001)
Memo:
Poverty rate 0.184 0.211 0.162 0.185
Pseudo R2 0.180 0.171 0.209 0.223
Prob > chi2 0.000 0.000 0.000 0.000
Source: IDEF 2005/06.
Notes: Standard errors in parenthesis; Observations were weighted with sample weights; dependent variables defined per equivalent adult.Given the importance of education levels in determining the probability of a household being poor in
Portugal, it is important to underline several elements of this relation which can be illustrated with the
IDEF 2005/06. First, the stock of human capital in the Portuguese economy is particularly low (Chart
6).AccordingtotheinformationintheCensus2001,55percentoftheindividualsagedabove24years
had 4 years or less of completed education (47 per cent for the subset of individuals aged between 25
and 64 years).
29 The most recent cohorts have a significantly higher level of education attainment,
even though they continue to lag behind the respective average figure for the European Union. Again
according to the Census 2001, 15 per cent of the individuals aged between 25 and 29 years had 4
yearsor less of completed education, only62 per cent completed the mandatorylevel of 9 yearsof ed-
ucation and only 18 per cent had a tertiary degree. This low level of the stock of education – coupled
with a slowly improving flow – contributes to the high returns on education in Portugal (see Machado
and Mata, 2001).
A second element worth highlighting of the relation between education and the risk of poverty is the
high positive assortative mating along education lines in Portugal (in line with the evidence for other
countries). This means that spouses tend to have analogous levels of education. The share of women
with education attainment below the current mandatory level of 9 years marrying with men within that
education bracket lies around 80 per cent, according to the information in the IDEF 2005/06 (Chart 7).
The same occurs for higher levels of education. This trend has not changed significantly in Portugal in
thelastdecades,ascanbeobservedbycomparingtheresults for thedifferentagebrackets inChart7.
Given that the education attainment of individuals is an important poverty risk factor, the prevalence of
assortative mating along education lines hampers a sharing of this risk within the household: This in-
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Chart 6
DISTRIBUTION OF EDUCATION ATTAINMENT IN
PORTUGAL - CENSUS 2001
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Chart 7
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(29) In the weighted sample of the IDEF 2005/06, 51 per cent of the individuals aged above 24 years had 4 years or less of completed education.
29creases the returns of education at the household level and enhances the risk of poverty facing
households on average.
Finally, it should be mentioned that there is a significant intergenerational transmission of education in
Portugal,whichalsocontributestotheintergenerationaltransmissionofpoverty.Chart8illustratesthis
fact usingthe informationin the expendituresurveyfor 2005/06.The figureshows,for individualsaged
20-24 and living with their parents, the share which completed 9 and 12 years of formal education,
compared with the maximum completed education level of their parents. If no intergenerational trans-
mission of educationexisted, the completionshares wouldnot dependon the level of the parents’edu-
cation. The fact that both bars in Chart 8 trend upwards is a clear sign of the existence of
intergenerational transmission of education and represents a failure of the education system to over-
come differences in family backgrounds, even for the modest levels of mandatory education in
Portugal. Analogous results are also reported in Carneiro (2008).
5. CONCLUSIONS
This article aimed at contributing to the characterization of poverty and to a further understanding of
themaindeterminants of povertyinPortugal.This analysiswasmostlybasedonthelatestexpenditure
survey in Portugal, with data for 2005/06. In this conclusion we will summarize several main insights
stemming from the analysis,and highlight some features that willcontribute to shape poverty trends in
Portugal in the future.
1. Athoroughcharacterizationof the poorrequiresthe analysisof severalpovertymeasures.In this ar-
ticlewefocusedonpovertymeasuresbasedonexpenditureorincomeaggregates.Weconcludedthat
those aggregates yield different insights concerning poverty profiles and poverty trends in Portugal.
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Chart 8
INTERGENERATIONAL TRANSMISSION OF
EDUCATION, IN THE SUBSAMPLE OF INDIVIDUALS
AGED 20-24 YEARS LIVING WITH THEIR PARENTS
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Source: IDEF 2005/06.This is not surprising given that only about half of the expenditure poor are also income poor. The past
accumulation of human capital and wealth contribute to this non-overlap. In this context, poverty indi-
cators based on expenditure measures may better reflect the permanent income of individuals. Poli-
cies targeted specifically at the poor should take this fact seriously. Interestingly, the main insights
regarding the underlying factors associated with poverty are overall robust to the type of aggregate
used in identifying the poor. This robustness should in principle also apply to the policy interventions
targeted at the structural determinants of poverty.
2. Between 1994/95 and 2005/06, there was a significant increase in expenditure and income, for all
quantiles of the respective distributions. In the case of expenditure, this increase was sharper in the
lower quantiles of the distribution. In this period, poverty indicators declined significantly, in particular
whenmeasuredwithexpenditureaggregates.However, the incidenceand depth of povertyin 2005/06
still remained at high levels in a European context. Taking into account the inescapable uncertainty
due to the sampling design of the surveys, it is fair to conclude that the number of poor in Portugal in
2005/06 stood close to 2 million, of which around 300000 were children. Several types of households
are particularly vulnerable to poverty: households where one or more adults are unemployed; elderly
(couple or single) with low levels of education; households composed of a single non-working
individual with children; and, large families with at least one non-working adult.
3. Labour market participation is an important element in mitigating the risk of falling into poverty. In
fact, households where the representative was working in 2005/06 recorded a significantly
lower-than-average poverty incidence. In addition, it can be estimated that the additional participation
of householdmembers in the labourmarket had a significantimpact in reducingthe probabilityof living
in poverty. Still, it is worth noting that around 25 to 30 per cent of the poor in 2005/06 were working
individuals.
In turn, households where a working-age representative was not working displayed a significantly
higher-than-average poverty incidence. In particular, it is worth underlining that around half of the
households where both the representative and the spouse were unemployed lived in poverty in
2005/06. In recent years the unemployment rate in Portugal has increased significantly, to historically
highs. This was due to structural reasons and, more recently, to the recessive environment facing the
Portuguese economy. In this context, the increase in the unemploymentrate stands prominentlyin the
set of factors which will contribute to increase poverty in Portugal in the near future.
4. The level of human capital within the household is a fundamental factor determining structural pov-
ertylevelsinPortugal.In2005/06around40percentofindividualsover14yearswithnoformaleduca-
tion were poor, while only 3 per cent of individuals with tertiary education were also poor. The
transmission of human capital to the levels of household income and expenditure works through sev-
eral channels. First, there are very high returns to education in the labour market. These returns were
particularly high for tertiary education. Second, there is a positive assortative mating along education
lines, which contributes to magnify the returns to education at the household level. Third, the level of
wages throughout or at the end of the working life translates directly into the pension levels in retire-
Banco de Portugal | Economic Bulletin
Spring 2009 | Articles
140ment. Finally, there is a significant intergenerational transmission of education, which contributes to
the intergenerational transmission of poverty. In the near future, the new flows of increasingly edu-
cated individuals entering the labour market - which face a lower risk of poverty relative to the most el-
derly generations - should contribute to a decline in the poverty rate in Portugal. This is the case even
though the returns to education – in particular for tertiary education – are expected to decrease from
their current particularly high levels.
This article has not presented a thorough analysis of the role of public policies in explaining poverty in
Portugal. To be sure, this is mainly related to the information contained in the databases under analy-
sis, and not to any underestimation of the importance of these policies. The set of relevant policies in
determiningthelevelanddynamicsofpovertyisnecessarilybroad-based,crossingmostareasofgov-
ernment intervention. Prominent among these are, on the one hand, policies that ensure equal oppor-
tunities for all and, on the other, policies that create a safety net which ensures an ample participation
in society for every citizen. The former include, among others, a high-quality provision of education,
health and child care, an equitable access to the judicial system, the availabilityof housing and afford-
able transports, and the general provision of fundamental public services to the children and the el-
derly. The latter include, for example, the existence of a sustainable pension system, the provision of
unemployment benefits, the existence of a guaranteed minimum income scheme, or policies creating
incentives for the participation in the labour market, such as the earned income tax credit existing in
severaldevelopedeconomies.The effectivenessofthesepoliciesinfightingpovertydependscrucially
on the incentives generated in terms of human capital accumulation, of labour market participation, of
the primary distribution of income and of the risk sharing in the economy.
Equity and efficiency arguments support the importance of fighting poverty. In Portugal, the poverty in-
cidence and depth are significantly above the lowest levels observed in Europe. In this context, it is
crucial to enhance the social awarenessof the underlyingcauses of poverty. This is particularlyimpor-
tant given that the policy willingness to mitigate poverty usually tends to reflect that awareness. In this
context it would prove particularly helpful to
30 (i) set-up medium-term poverty goals in terms of inci-
dence and intensity, and annually assess the success in achieving those goals, as well as their
intertemporal sustainability; (ii) evaluate the poverty impact of specific public policy initiatives; and (iii)
develop and analyse new panel datasets, incorporating information on consumption, income, wealth,
living conditions and subjective perceptions of poverty.
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(30) Several of these policies are embedded in the Parliament Resolution 31/2008, which recommends the setting-up of a poverty line and the evaluation of
public policies aimed at eliminating poverty.
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